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Transcription 

Performance Commentary 

So the third quarter of 2018 has been a challenging quarter for our strategy; we’re obviously 

investing with a five-year investment horizon, but we’re not immune to the shorter-term cycles in 

the market. We’ve had a situation where there’s been a tilt out of emerging markets and we’ve had 

quite a strong oil price at the same time. A lot of fear about US rate rises – quite rightly – we fully 

expecting them to continue to rise, at least for the near term, and in that kind of context, we’ve 

seen a sell down, particularly for growth companies, and particularly in India, so I’ll come onto that 

in a moment.  

 

The growth company reasoning is when the US rate rise moves up, that increases the cost of capital, 

and so that leads to the discounting of future cash flows at a higher discount rate. We still much 

prefer growth companies over the longer term. That’s the way the strategy is tilted, we see little 

reason to change that, we think there is huge value on offer, particularly in Chinese and Indian 

growth companies, and that’s not shaken, but in the meantime they have been derated by the 

market so we’d highlight that lots of stocks seem to be on sale at the moment but it’s impacted our 

short-term performance. We’ve seen a rotation out of Indian stocks, a derating of Indian 

companies; we still like them for the long term but we understand why there’s been this shake-out 

in the shorter-run market action. Specifics of the companies that we’re invested in, particularly 

around the internet companies in China which derated, the Indian consumer stocks – they remain 

large parts of our portfolio and we see little reason to change that.  

 

One other point to mention is, if you look at our year-to-date performance, we had a stock-specific 

issue in the first quarter of this year, this is a stock that performed very well for us in 2017, we took 

a lot of profits out of it, but on the year-to-date metrics, it’s been a big challenge, so approaching 

5% negative contribution – and it’s worth bearing in mind when you look at the year to date we 

have had that factor. The stock in total from our first purchase has probably been about a 1% drag, 

even though the year to date is at -5% because we had a lot of profit in it last year, so just 

something worth considering.  

 

Activity Review 

Over the quarter we haven’t changed the overall position of the strategy very much. We have made 

a few new additions: an Indian hospital company, one that we’ve held in the past and we’ve re-

added the position; it’s into a more harvesting phase and continues to grow strongly, much stronger 

cash generation. We’ve also added a South African pharmaceutical retailer, very solid business, 

long-term cash compounder, excellent management, so even in a more challenging South African 

macro environment, the rand has given us an opportunity from its weakness to buy the discounted 

valuation and we remain very happy about the long-term growth prognosis of that business.  



 
 

 

 

We’ve trimmed a housing finance position in India early in the quarter on the back of very strong 

performance and, more interestingly, it softened off in the recent market sell-off so we’ve actually 

had an opportunity to re-add a little bit to that position, but the overall move is to reduce the 

position. We’ve also slightly trimmed a Korean battery producer because it kept going through our 

6% limit through performance – a very, very strong performer on electric-vehicle adoption and we 

still think the stock’s got plenty to go so we maintain a close-to-6% position.  

 

Investment Strategy and Outlook 

So in the context of what’s been quite a lively quarter for emerging markets, quite a challenging 

one, I think it helps to sit back and think what we’re trying to achieve with the strategy. We’re trying 

to patch in to some of the best growth opportunities in emerging markets over the next five-plus 

years; in the short-term environment we’ve seen US rate rises, we’ve seen the oil price being very 

robust, and that’s led to a sell-down, particularly of growth companies which have been de-rated; 

the market’s less prepared to pay for future growth. We see huge value in that opportunity, in 

companies where we have very strong conviction in their ability to compound returns over time, 

but we understand why they go out of favor in that kind of situation, so the market shifts short 

duration, it’s not prepared to pay for future growth.  

 

In that kind of situation we tend to get a great opportunity to buy companies we really like for the 

future, and where we see those have been Chinese internet companies [which] have been heavily 

derated, education companies, health-care companies, and this is a quite indiscriminate selling in 

many situations. So, for example, we have a health-care company, which has been sold down purely 

by association with other parts of the sector which are troubled, even though its business is not 

troubled. We have Indian consumer stocks that have been hit quite hard really based on the back of 

a higher oil price, but we have very little conviction in the oil price staying high; we certainly don’t 

have conviction in wanting to go and buy an oil company with a five-year horizon, but it’s given us 

opportunities to add to favored positions, where we have high conviction in their ability to grow in 

the coming years.  

 

The US trade rhetoric has obviously been negative in terms of China sentiment in particular. That 

said, the market reaction has been quite extreme, so we’ve seen quite a lot of these Chinese 

companies derating 30-40% plus, and in that context valuations are compelling in many instances.  

 

The noise around Turkey and Argentina impacts the portfolio very little, and so the Turkey situation 

we identified several years ago, we’ve been avoiding; Argentina, we think, is more interesting for 

the long term and we have very small exposure through a bank but we knew it would be a very 

bumpy ride, so this is something where we will be very patient before considering adding.  

 

I think if you step back and think about the long-term growth drivers in emerging markets, we still 

have very strong areas of potential income growth, we have excellent demographics in the likes of 

India, we have lower credit penetration than we have in the West; the cost of money moves up a bit 

with US rates and we do have question marks over how far those can rise before squeezing off 

activity more generally – the US included – so I think there will probably be a self-correcting 

element to that, but fully expect US rates to keep on rising a little bit in the near term. Do we see 

that as an impediment to growth? Well, yes, we do see a bit of a slowdown in certain areas, but we 

see that being very substantially recognized in valuations, and we tend to be invested in companies 



 
 

 

which are likely to grow irrespective of those situations as opposed to being dependent on a short-

term cycle. 

This video was filmed on October 11, 2018. 

 

 

Past performance is not a guide to future performance. Your capital may be at risk. The value of 

investments and the income from them can fall as well as rise and investors may not get back the 

original amount invested.  

Key Investment Risks 

• There is no guarantee that the strategy will achieve its objective. 

• This strategy invests in international markets which means it is exposed to changes in currency 

rates which could affect the value of the strategy. 

• A fall in global emerging markets may have a significant impact on the value of the strategy 

because it primarily invests in these markets. 

• The strategy may use derivatives to generate returns as well as to reduce costs and/or the 

overall risk of the strategy. Using derivatives can involve a higher level of risk. A small movement 

in the price of an underlying investment may result in a disproportionately large movement in 

the price of the derivative investment. 

• The strategy invests in emerging markets. These markets have additional risks due to less 

developed market practices. 

• A fall in the value of a single investment may have a significant impact on the value of the 

strategy because it typically invests in a limited number of investments. 

• The strategy may invest in small companies which may be riskier and less liquid (i.e. harder to 

sell) than large companies. This means that their share prices may have greater fluctuations. 
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Newton Global 

Emerging Markets 

(gross) 

-8.05 22.66 23.04 -16.56 14.68 

Newton Global 

Emerging Markets 

(net) 

-8.73 21.75 22.12 -17.18 13.83 

MSCI Emerging 

Markets (NDR) 
-0.81 22.46 16.78 -19.28 4.30 

The gross performance figures do not reflect the deduction of investment advisory fees. The net-of-

fee returns are calculated by deducting a model investment advisory fee of 0.75% (using the 

maximum investment advisory fee as determined by the investment advisor fees as described in Part 

2 of our Form ADV, which can be found via newtonim.com or obtained upon request) from the 

composite gross-of-fee returns. However, individual fees are applied on an account by account basis. 

The client’s return will be reduced by the advisor fees and any other expenses it may incur in the 

management of its investment advisory account. The MSCI Emerging Markets Index (NDR) is used as 

a comparative index for this strategy. The strategy does not aim to replicate either the composition 

or the performance of the comparative index. 

Source: Newton Global Emerging Markets strategy, total return, income reinvested, gross and net of fees, in USD, 

September 30, 2018. 

 

Important Information 

This is a financial promotion. This document is for institutional investors. ‘Newton’ and/or the 

“Newton Investment Management” brand refers to the following group of affiliated companies: 

Newton Investment Management Limited, Newton Investment Management (North America) 

Limited (NIMNA Ltd) and Newton Investment Management (North America) LLC (NIMNA LLC). 

NIMNA LLC personnel are supervised persons of NIMNA Ltd and NIMNA LLC does not provide 

investment advice, all of which is conducted by NIMNA Ltd. NIMNA LLC and NIMNA Ltd are the only 

Newton companies to offer services in the U.S. In the UK, NIMNA Ltd is authorized and regulated by 

the Financial Conduct Authority in the conduct of investment business and is a wholly owned 

subsidiary of The Bank of New York Mellon Corporation. Registered in England no. 2675952. NIMNA 

Ltd is registered as an investment adviser under the Investment Advisers Act of 1940. NIMNA Ltd 

investment business described in Form ADV, Part 1 and 2, which can be obtained from the SEC.gov 

website or obtained upon request. Certain information contained herein is based on outside sources 

believed to be reliable, but their accuracy is not guaranteed. Unless you are notified to the contrary, 

the products and services mentioned are not insured by the FDIC (or by any governmental entity) 

and are not guaranteed by or obligations of The Bank of New York or any of its affiliates. The Bank of 

New York assumes no responsibility for the accuracy or completeness of the above data and 



 
 

 

disclaims all expressed or implied warranties in connection therewith. © 2006 The Bank of New York 

Company, Inc. All rights reserved.  

Personnel of certain of our BNY Mellon affiliates may act as: (i) registered representatives of MBSC 

Securities Corporation (in its capacity as a registered broker-dealer) to offer securities, (ii) officers of 

the Bank of New York Mellon (a New York chartered bank) to offer bank-maintained collective 

investment funds and (iii) associated persons of MBSC Securities Corporation (in its capacity as a 

registered investment adviser) to offer separately managed accounts managed by BNY Mellon 

Investment Management firms. 

This video is for informational purposes and should not be taken as a recommendation to purchase 

any individual securities. Newton closely monitors its positions and may make changes to the 

portfolio’s investment strategy when warranted by changing market conditions. If a security’s 

underlying fundamentals or valuation measures change, Newton will re-evaluate its position and 

may sell part or all of its position. There is no guarantee that, should market conditions repeat, this 

security will perform in the same way in the future. There is no guarantee that the opinions 

expressed herein will be valid beyond the date of this video. There can be no assurance that the 

strategy will continue to hold the same position in companies described herein, and the strategy 

may change any portfolio position at any time. 

Material in this publication is for general information only. The opinions expressed in this document 

are those of Newton and should not be construed as investment advice or recommendations for any 

purchase or sale of any specific security or commodity. Any reference to a specific country or sector 

should not be construed as a recommendation to buy or sell this country or sector. Please note that 

strategy holdings and positioning are subject to change without notice.  

Information about the indices shown here is provided to allow for comparison of the performance of 

the strategy to that of certain well-known and widely recognized indices. There is no representation 

that such index is an appropriate benchmark for such comparison. You cannot invest directly in an 

index and the indices represented do not take into account trading commissions and/or other 

brokerage or custodial costs. The volatility of the indices may be materially different from that of the 

strategy. In addition, the strategy’s holdings may differ substantially from the securities that 

comprise the indices shown.  

 


